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SUBJECT: EIRST GERMAN GOVERNMENT GNP AND BUDGET 
PROJECTIONS FOR 1978 

REF: BONN 1935 

1 . THE FEDERAL MINISTRY OF FINANCE ACCORDING TO PRESS 
REPORTS HAS SUBMITTED ITS FIRST WORKING HYPOTHESES 
REGARDING 1978 BUDGET AND GNP DEVELOPMENTS TO THE FINAN- 
CIAL PLANNING COUNCIL WHICH IS SUPPOSED TO COORDINATE 
THE FEDERAL, LAENDER AND LOCAL GOVERNMENT BUDGET PLANS. 

2. THE FEDERAL FINANCE MINISTRY PROJECTION ASSUMES 8.5 
PERCENT GROWTH IN 1978 NOMINAL GNP. FEDERAL EXPENDI- 
TURES ARE PROJECTED AT DM 187 BILLION AND RECEIPTS AT 
DM 160 BILLION WITH A DEFICIT OF DM 27 BILLION. 

LAENDER 1978 EXPENDITURES ARE PROJECTED BY THE FEDERAL 
MINISTRY OF FINANCE AT DM 175.5 BILLION AND RECEIPTS AT 
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DM 166.5 BILLION WITH A DEFICIT OF DM 9 BILLION. 

LOCAL GOVERNMENT EXPENDITURES ARE PROJECTED AT DM 122 
BILLION AND RECEIPTS AT DM 118 BILLION WITH A DEFICIT 
OF DM 4 BILLION. 

3. COMMENT - THESE FIRSTIPORKING HYPOTHESES ARE, OF 
COURSE, A MIXTURE OF NEGOTIATING POSITIONS, OF GOAL OR 
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AIMS, AND OF PROJECTIONS OF WHAT IS ACTUALLY LIKELY TO 
HAPPEN. THEY ARE IMPORTANT, HOWEVER, BECAUSE AS THEY 
WORK THEMSELVES INTO THE BUDGETARY PROCESS THEY 
INFLUENCE THE OPERATION OF AUTOMATIC STABILIZERS 
(FOR EXAMPLE, IE GNP GROWTH IS PROJECTED VERY 
HIGH, REVENUE PROJECTIONS ALSO TEND TO BE HIGH THUS 
ALLOWING HIGHER EXPENDITURES. IE GNP GROWTH THEN FALLS 
SHORT OF THE PROJECTIONS, SO WILL REVENUES AND GOVERN- 
MENT DEFICITS THEREFORE INCREASE PROVIDING AN ADDITIONAL 
STIMULOUS TO THE ECONOMY. THE REVERSE, OF COURSE, 

OCCURS IF GNP GROWTH IS PROJECTED TOO LOW). 

4. THE PROJECTION CONTAINS NO REAL GNP ESTIMATE. 

ASSUMING, HOWEVER, THAT THE GNP DEFLATOR IS NOT LIKELY 
TO SINK BELOW 3.5 PERCENT, IT IMPLICITLY ASSUMES AN 
INCREASE IN REAL GNP OF ABOUT 5.0 PERCENT (I.E., A 

PICK UP IN THE GROWTH RATE FROM THE 4.5 PERCENT THE 
GOVERNMENT PROJECTS FOR 1977). 

5. BECAUSE OF TRANSFERS BETWEEN DIFFERENT LEVELS OF 
GOVERNMENT, THE PROJECTION OF EXPENDITURES AND RECEIPTS 
OF DIFFERENT LEVELS OF GOVERNMENT CONTAIN SOME 
DOUBLE COUNTING. THE DEFICIT PROJECTIONS, HOWEVER, 

DO NOT. THE TOTAL DEFICIT OF ALL LEVELS OF GOVERNMENT 
(BUT EXCLUDING THE SOCIAL INSURANCE SYSTEM) IS PROJECTED 
TO INCREASE FROM DM 36.4 BILLION IN 1977 TO DM 40 BILLION 
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IN 1978 WITH THE DEFICIT OF THE FEDERAL GOVERNMENT 
ABSORBING MOST OF THE INCREASE. 

STOESSEL 
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